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Current Formula is Difficult to Understand

WAC 296-17-855:

Experience Factor
= (Ap+WxAe+(100%-W)xEe+B)/(E+B)

where: Ap = Actual Primary Loss
Ae = Actual Excess Loss
E = Expected Loss
Ee = Expected Excess Loss



Proposed Formula is Easier to Understand

Experience Factor = ( Credible Primary Loss + Credible Excess Loss )

where:

Credible Primary Loss = Actual Primpary Loss X Primary Credibility
rimary Loss X (100% - Primary Credibility)

Credible Excess Loss = Actual Excess Loss X Excess Credibility
+ Expected Excess Loss X (100% - Excess Credibility)



Easier to Understand: How much

Credibility Is given to the Experience

Current Tables: Calculate
credibilities using
B and W values

WAL 296-17-880

TAELE I
"B" AND "W" WVALUES

Effective January 1, 2006
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Proposed Tables: Read
credibilities from the table
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Increase Accuracy by Changing the
Credibility Weights given to Experience

Increase Credibility for Small Firms
Decrease Credibility for Medium to Large Firms

Changes In credibility made so expected future Loss Ratios are
almost Equal for firms regardless of size and past loss experience.

Credibility for small firms will be increased and brought closer to
the credibility used for the Disability Claim-Free system.



Steps In designing the new Credibilities
«Study Rating Years 2000 to 2004

*\What would have worked BEST in the PAST?

*Break out the firm data into different size groupings with
similar expected loss sizes (at 2006 levels):

Large: $1,127,581 and over
*Mid Large: $ 428,939 - 1,127,580
eMedium: $ 211,816- 428,938
*Mid Small: $ 098,316- 211,815
eSmall: $ 98,315 and below

*Use accepted actuarial methods
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Loss Ratios Before and After Experience Rating

Current Experience Factors

Large Accounts (over $1,127,581 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Loss Ratios Before and After Experience Rating
170% — Draft New Experience Factors

Large Accounts (over $1,127,581 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Loss Ratios Before and After Experience Rating
Current Experience Factors

Mid Large Accounts ($428,939 - 1,127,580 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Normalized Rating Year Loss Ratio
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Loss Ratios Before and After Experience Rating
Draft New Experience Factors

Mid Large Accounts ($428,939 - 1,127,580 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Loss Ratios Before and After Experience Rating
Current Experience Factors

Medium Accounts ($211,816 - 428,938 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Loss Ratios Before and After Experience Rating
Draft New Experience Factors

Medium Accounts ($211,816 - 428,938 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Loss Ratios Before and After Experience Rating
Current Experience Factors

Mid Small Accounts ($98,316 - 211,815 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004

y =1.01x - 0.01 Before Modification
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170% —

Loss Ratios Before and After Experience Rating
Draft New Experience Factors

Mid Small Accounts ($98,316 - 211,815 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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150% +

Loss Ratios Before and After Experience Rating
Current Experience Factors

Small Accounts (below $98,315 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Normalized Rating Year Loss Ratio
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Loss Ratios Before and After Experience Rating
Draft New Experience Factors

Small Accounts (below $98,315 at 2006 levels)
Accounts with Compensable Claims  Rating Years 2000-2004
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Comparison of Current and Draft Proposed Excess Credibility
Based upon Rating Year 2000 - 2004 Data
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Comparison of Current and Draft Proposed Primary Credibility
Current Primary Based upon Rating Year 2000 - 2004 Data
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More Robust: Reduce Impact of 1st disability claim by
Reducing Charges of non-Disability Claims

Proposed WAC 296-17-855 Change:
For any non-fatality claim which has no disability costs (either timeloss,

permanent partial disability, permanent disability costs) either actually paid or
estimated to be paid, the total cost for calculating the Primary Loss and Excess
Loss shall first be reduced by the lesser of $1,390 or the original total cost of the
claim. Here are some examples for these mostly medical only claims:

Total Loss Total Loss after Reduction
$ 200 $ 0
$ 2,000 $ 610
$20,000 $18,610

Note: $1,390 is twice the average case incurred cost of a medical only claim
during the experience period for 2006 rating. This reduction will result in 70% of
the medical only claim costs to be eliminated from the calculation. The NCCI

also reduces by 70% medical only claim costs.



Minimum % Point Increase
for First Dollar of Timeloss Loss
to Firms’ Prior Claim-Free Experience Factor
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Firms' Expected Loss Size after Med Only Deduction
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Comparison of Experience Rating Total Credibilities
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Comparison of Experience Rating Total Credibilities
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Comparison of Experience Rating Total Credibilities
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